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Three Year General Fund Financial Qutlook
FY 2008-09 to FY 2010-11
Based on Enacted FY 2007-08 Budget

(Dollars in Millions)

Projections

FY 2007-08 FY 2008-09 FY 2009-10 FY 2010-11
"Base Year"
Resources:
Beginning Balance $0.0 $0.0 $0.0
Adjustments 114.6
Revenue (BEA Long Range Revenue Forecast, 11/8/2007) 7,107.8 7,336.4 7,811.6 8,241.4
Tax Relief Trust Fund Transfers (507.8) 527.7 552.0 571.9
General Reserve Fund Transfer (19.0)
Total Revenue/Resources $6,695.6 $6,808.7 $7,259.6 $7,669.5
Expenditures and Reserve Fund Contributions:
Baseline (Enacted FY 07-08 Recurring Budget) $6,716.8 $6,716.8 $6,716.8 $6,716.8
Constitutional/ Statutory ltems:
Reserve Funds: General Reserve and Capital Reserve (CRF) 21.6 20.4 30.9
Local Government Fund 19.5 16.9 26.3
Debt Service (8.8) (29.7) (42.9)
Major Expenditure Categories:
K-12 Education 185.7 273.6 365.0
Medicaid 55.0 114.0 175.0
Social Services and Corrections 10.2 24.8 28.4
Higher Education Scholarship Growth (LIFE & Palmetto Fellows) 19.6 31.2 43.4
State Employee Compensation Changes (2.0% per year) 39.6 79.2 118.8
State Employee Health Plan-retiree growth + rate increase 35.8 65.8 123.7
Total Expenditures $6,716.8 $7,095.0 $7,313.0 $7,585.4
Ending Balance (Deficit Indicates Potential Budget Gaps) ($21.2) * ($286.3) ($53.4) $84.1
*Should a budget gap exist at the end of FY 07-08, funding it would be the
first priority of the capital reserve fund.
Projected CRF Funds Available for Nonrecurring Expenditures $124.5 $133.2 $132.0

The Notes and Assumptions are an integral part of this Financial Outlook.



Notes

The three year General Fund Outlook is prepared by the Office of State Budget in consultation with the Board of
Economic Advisors in accordance with Section 11-11-350 of the S. C. Code of Laws, 1976. The Outlook is a three-year

revenue and spending projection based on the enacted FY2007-08 operating General Fund budget.

The spending projections are cumulative and the estimates are based on the FY2007-08 enacted budget and major
expenditure categories contained therein. Unless noted below, future years do not include any increases over the

baseline expenditures (FY2007-08 enacted budget).

The budget gap on the previous page reflects a structural imbalance between projected revenue growth and expenditure
increases based on the FY2007-08 enacted budget. The budget gap is primarily the result of the slowing of South
Carolina’s economic growth which mirrors the national economy. South Carolina’s constitutional requirement that the
state have a process to produce a balance state budget will require the General Assembly to eliminate this gap by making

revenue enhancements and/or expenditure adjustments in the upcoming FY2008-09 general fund budget.

This document is intended to be used for planning purposes only and should not be viewed as requiring that the major
expenditure items listed must be funded by the General Assembly. The Outlook does not attempt to capture every

agency’s needs or budget requests.
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Resource/Revenue Assumptions

The beginning balance for each fiscal year equals the ending balance of the prior fiscal year (difference between
Revenue and Expenditures). If the balance for the prior fiscal year is less than zero, the beginning balance for the

next fiscal year is assumed to be zero.

The adjustments of $114.6 million in FY2007-08 reflect the nonrecurring revenue sources included in the enacted

budget.

The Board of Economic Advisors (BEA) long range general fund revenue forecast is based upon the November 8,
2007 forecast for FY2008-09 adopted by the BEA. The FY2008-09 revenue estimate serves as the base for the
long range forecast. The latest completed 10-year compound average growth rate of personal income was applied
to the FY2008-09 estimate. The historical annual growth rate of personal income between FY1996-97 and
FY2006-07 averaged 5.3% per year, which includes a recession. This process was repeated for each revenue

category in the General Fund. The long range forecast methodology is summarized as follows:

e The BEA adopted personal income growth rates of 5.3% in FY2007-08 and 4.0% in FY2008-09 on
November 8, 2007 during its statutorily-required meeting.

e Actual growth in the sales tax averaged 4.9% from FY1996-97 to FY2006-07 and is forecast to increase
near its 10-year average growth rate. The sales tax is expected to increase less than personal income

with an elasticity of 0.99 throughout the forecast period.

e The individual income tax is forecast to grow faster than personal income at 5.8% with an elasticity of 1.1

throughout the forecast period.



* The long range revenue forecast incorporates legislative changes enacted in 2007 that affect general fund
revenue collection including: cutting the 2.5% bracket of the individual income tax to zero and the
elimination of the sales tax on groceries effective November 1, 2007. The detailed three year general fund

revenue forecast by revenue category is included on page 10.

e The Property Tax Reform Act, Act No. 388 of 2006, eliminates all school operating taxes on owner
occupied homes and increases the state sales tax by one cent to replace the reduced property tax
revenue stream. The new revenue from the one cent sales tax increase is earmarked for a newly created
Homestead Exemption Fund which will replace lost property taxes beginning in FY2007-08. Funding to
school districts in the first year is based on what would have been collected under the old system. In
subsequent years, the school district funding requirement is based on inflation plus population growth
factors. The Act provides that should there be a shortfall in revenue in the Homestead Exemption Fund

the general fund will pay the difference.

The three year revenue forecast for the Homestead Exemption Fund projects no impact on the General
Fund and a “surplus” of receipts over school funding requirements designated for county operations tax
relief. The inflation and population growth rate forecast for school reimbursement is 4.3% in FY2008-09
through FY2010-11. The surplus of receipts over school funding requirements will range from $54.5
million in FY2008-09 to $94.1 million in FY2010-11.
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Expenditure Assumptions

K-12 EDUCATION

Education Finance Act (EFA) — The Base Student Cost was estimated to be $2,578 in FY2008-09, $2,668 in
FY2009-10, and $2,761 in FY2010-11. The corresponding inflation factors are 4.12% for FY2008-09 and 3.5% for
FY2009-10 and FY2010-11. The Weighted Pupil Units growth rate was estimated at 0.9% annually over the BEA’s
FY2008-09 estimate. Estimated incremental cost: FY2008-09 $91.3 million, FY2009-10 $82.3 million, FY2010-11
$85.7 million.

Early Childhood Education — Proviso 1.75 of the FY2006-07 Appropriation Act established a two-year 4-K pilot
program pursuant to the court’s December 2005 ruling in Abbeville County School District et. al. vs. South Carolina.
The voluntary program available first in the eight trial districts provides funding based on the EFA formula plus
$185 per student for transportation. Grants of $10,000 are available for equipping and furnishing each additional
classroom. The Education Oversight Committee (EOC) will issue recommendations for a statewide program in
January 2008. Estimated cost for FY2008-09 assumes continuation of the pilot program serving 4,500 children at a
funding level of $19.5 million. No incremental increase is estimated for FY 2009-10 and FY 2010-11 pending the

EOC’s recommendations.

School Bus Maintenance - To replace nonrecurring funding. Estimates are for operating expenses and fuel costs
at $2.50/gallon, plus all other operating costs at FY2007-08 levels. Future years include a 5% inflation rate for fuel
only. Estimated incremental cost: FY2008-09 $29.5 million, FY2009-10 $1.6 million, FY2010-11 $1.7 million.
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School Buses - Act 79 of 2007 established a school bus replacement cycle that will result in a complete
replacement of the fleet every fifteen years. Estimated incremental cost: FY2008-09 $24.1 million. Additional

funds are not needed in FY2009-10 or FY2010-11.

National Board Certification — The number of National Board certified teachers for FY2007-08 is 5,150. An
additional 480 teachers are expected to be certified in FY2008-09, for a total of 5,630. It is estimated that an
additional 440 teachers will be certified as well in both FY2009-10 and FY2010-11. Estimated incremental cost:
FY2008-09 $2.1 million, FY2009-10 $4 million, FY2010-11 $4 million.

Student Health and Fitness Act — Enacted in June 2005, this Act designates the amount of physical education
that students in grades K-5 receive each week, and requires that by FY2008-09 the physical education teacher to
student ratio shall be at least 500 to 1 in elementary grades. Estimated incremental cost: FY2008-09 $6.4 million.
Additional funds are not needed in FY2009-10 or FY2010-11.

Summer School - To replace nonrecurring funding. The estimates for FY2008-09 through FY2010-11 represent
the $12.8 million portion of the program that was funded with nonrecurring Education Improvement Act (EIA) funds

in the FY2007-08 Appropriation Act.

MEDICAID

Medicaid Program — The estimate assumes 6% growth in FY2008-09 with a .3023 State match rate; 6% growth in
FY2009-10 with a .2974 State match rate; with 6% growth in FY2010-11 with a .2936 State match rate. The

estimate for Medicaid incorporates the impact of the Healthy Connections (Coordinated Care) rollout, which is
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expected to assist in containing growth rates. Estimated incremental cost: FY2008-09 $55.0 million, FY2009-10
$59.0 million, FY 2010-11 $61.0 million.

SOCIAL SERVICES AND CORRECTIONS

Department of Social Services Child Support Enforcement - Child Support Enforcement Statewide Automated
System Development - Funding is required to develop and implement a federally mandated statewide automated
system for Child Support Enforcement as well as to pay for penalties currently imposed on the state by the federal
government. Estimated non-recurring incremental cost: FY2008-09 $9.0 million, FY2009-10 $12.2 million.
Additional funds are not needed in FY2010-11.

Department of Corrections Inmate Population - Estimate based on an average increase in the inmate
population of 400 inmates per year. Estimated incremental cost: FY2008-09 $1.2 million, FY2009-10 $2.4 million,

and FY2010-11 $3.6 million per year.

HIGHER EDUCATION SCHOLARSHIP GROWTH

LIFE & Palmetto Fellows Scholarships — In FY2007-08, the LIFE and Palmetto Fellows scholarships were
enhanced to include additional stipends for math and science majors. The estimate for FY2008-09 assumes 9.6%
and 13.3% growth rates over FY2007-08 for LIFE and Palmetto Fellows scholarships, respectively. Estimates for
FY2009-10 and FY2010-11 assume 5% and 7.5% growth rates over the previous year's estimates. Estimated
incremental cost: FY2008-09 $19.6 million, FY2009-10 $11.6 million, FY2010-11 $12.2 million.



STATE EMPLOYEE COMPENSATION

< Estimate was based upon the salaries of agency heads, classified and unclassified positions, local health care

providers and school bus drivers. 1% increase = $19.8 million.

STATE EMPLOYEE HEALTH PLAN

Retiree Growth and Rate Increase - Calendar Year 2008 employer base (State funds only) is $571,809,654;

Annualization involves funding final six months (Jul-Dec) of increase effective prior January; Employer rate

\/
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increase involves funding first six months (Jan-Jun) of increase effective January of the fiscal year. Projected
annual premium growth rate effective 1/2009 0%; 1/2010 8.0%; 1/2011 8.0%.

< Employer pays in the same proportion that is in place in January 2008 for 2009, 2010, and 2011; Retiree
enroliment growth for FY2008-09 based on recent experience plus 3.5% net growth; Retiree enroliment growth for
FY2009-10 and FY2010-11 estimated at 3.5% per year net growth. Estimated cost: FY2008-09 $35.8 million,
FY2009-10 $30.0 million, FY2010-11 $57.9 million.

OTHER POST EMPLOYMENT BENEFITS (OPEB)

< Beginning with the FY2007-08 Comprehensive Annual Financial Report (CAFR), the state will implement the
reporting requirements of the Government Accounting Standards Board (GASB) Statement #45 pertaining to other

post-employment benefits (OPEB). Currently, the health insurance benefit for retirees is provided on a pay-as-you-

*,



go basis with this cost included in the FY2007-08 “base” operating budget. The state’s unfunded liability with
regard to OPEB is estimated at $9.2 billion. In January 2007, a special study committee on the state’s OPEB
obligation recommended that the state create a Retiree Health Insurance Trust Fund to help fund the OPEB
liabilities. The FY2007-08 base budget includes $47.4 million of recurring funding for an OPEB Trust Fund. The
enabling legislation was passed by the S.C. House of Representatives in 2007 and will be considered by the S.C.
Senate in 2008. Accordingly, the three year General Fund Financial Outlook does not include funding projections

beyond the FY2007-08 base.
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